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OIL  AND  GAS  PRODUCERS 

Accounting  Practices;  Disclosure 
Standards 

AGENCY :  Securities  and  Exchange 
Commission. 

ACTION:  Proposed  rules  and  extension 
of  comment  period  on  previously  pub¬ 
lished  proposed  rule. 

SUMMARY:  This  rulemaking  proposal 
would  amend  the  Commission’s  regula¬ 
tions  to  provide  for  the  disclosure  in 
financial  statements  of  certain  operating 
and  financial  data  relating  to  oil  and  gas 
producing  activities.  These  disclosure 
standards  supplement  the  financial  ac¬ 
counting  standards  proposed  by  the 
Commission  on  August  31.  1977,  in  Re¬ 
lease  No.  33-5861,  42  PR  44972,  Septem¬ 
ber  7,  1977.  'The  rules  proposed  in  both 
this  release  and  in  Release  No.  33-5861 
w'ould  apply  (1)  to  filings  with  the  Com¬ 
mission  pursuant  to  the  Federal  securi¬ 
ties  laws  and  (2)  to  reports  filed  with 
the  Department  of  Energy  pursuant  to 
the  Energy  Policy  and  Conservation  Act 
of  1975  (the  “EPCA”),  which  requires 
the  Commission  to  assure  the  develop¬ 
ment  of  accounting  practices  for  oil  and 
gas  producers  by  December  22, 1977.  The 
proposed  rules  would  accordinglv  be  ap¬ 
plicable  persons  engaged  in  the  pro¬ 
duction  of  oil  and  gas  who  will  be  re¬ 
quired  under  the  EPCA  to  file  reports 
with  the  Department  of  Energy,  includ¬ 
ing  those  who  are  not  subject  to  the  filing 
requirements  under  the  Federal  securi¬ 
ties  laws.  Also,  the  Commission  has  ex¬ 
tended  the  period  for  comment  on  Re¬ 
lease  No.  33-5861. 

DATE:  Comments  on  the  accompanying 
proposed  amendments  and  on  Release 
No.  33-5861  should  be  submitted  on  or 
before  November  25, 1977. 

ADDRESS:  Comments  should  refer  to 
file  S7-715  and  should  be  submitted  in 
triplicate  to  George  A.  Fitzsimmons, 
Secretary,  Securities  and  Exchange  Com¬ 
mission,  500  North  Capitol  Street,  Wash¬ 
ington,  D.C.  20549.  All  comments  will  be 
available  for  public  inspection. 

FOR  FURTHER  INFORMATION  CX)N- 
TACT: 

Richard  C.  Adkerson,  Office  of  the 
Chief  Accountant,  Securities  and  Ex¬ 
change  Commission,  500  North  Capitol 
Street,  Washington,  D.C.  20549,  202- 
755-1671. 

SUPPLEMENTARY  INFORMA'nON: 
For  purposes  of  developing  a  reliable 
energy  data  base  related  to  the  produc¬ 
tion  of  crude  oil  and  natural  gas,  the 
EPCA  requires  the  Commission  by  De¬ 
cember  22,  1977,  to  assure  the  develop¬ 
ment  of  accounting  practices  to  be  fol¬ 
lowed  by  persons  engaged  in  the  produc¬ 
tion  of  crude  oil  or  natural  gas  in  the 
United  States.  The  EPCA  authorizes  the 


Commission  to  prescribe  rules  with  re¬ 
spect  to  the  accounting  practices  to  be 
developed  pursuant  to  the  EPCA  or  to 
make  effective  by  recognition,  or  by  other 
appropriate  means  indicating  a  deter¬ 
mination  to  rely  on,  accoimting  practices 
developed  by  the  Financial  Accounting 
Standards  Board  (the  “FASB”)  if  the 
Commission  is  assured  that  such  prac¬ 
tices  will  be  observed  to  the  same  extent 
as  would  result  if  the  Commission  had 
prescribed  such  practices  by  rule.  The 
FASB,  the  private  sector  body  respon¬ 
sible  for  establishing  financial  accoimt¬ 
ing  and  reporting  standards,  published 
on  July  15,  1977,  an  exposure  draft  of 
a  proposed  Statement  of  Financial  Ac¬ 
counting  Standards  entitled  “Financial 
Accounting  and  Reporting  by  Oil  and 
Gas  Producing  Companies”  (the  “FASB 
Exposure  Draft”)  .* 

In  Release  No.  33-5861  (42  FR  44972), 
the  Commission  proposed  to  amend  Reg¬ 
ulation  S-X  (17  CFR  Part  210)  to  add’ 
a  new  rule  (8  210.3-18)  to  prescribe  fi¬ 
nancial  accounting  and  reporting  stand¬ 
ards  applicable  to  oil  and  gas  produc¬ 
ing  activities.  The  standards  proposed 
in  Release  No.  33-5861  would  apply  to 
financial  statements  included  in  filings 
with  the  Commission  by  registrants  en¬ 
gaged  in  oil  and  gas  producing  activities. 
Furthermore,  the  standards  proposed  in 
Release  No.  33-5861  would  apply  to 
financial  data  filed  with  the  Department 
of  Energy  (the  “DOE”)  pursuant  to  Sec¬ 
tion  IKc)  of  the  Energy  Supply  and 
Environment  Coordination  Act  of  1974, 
Pub.  L.  94-319  (the  “ESECA”),  as 
amended  by  Section  505  of  the  EPCA, 
Public  Law  94-163.  'The  standards  pro¬ 
posed  by  the  Commission  in  Release  No. 
33-5861  were  the  same  in  substance  as 
the  financial  accounting  and  reporting 
standards  proposed  in  the  FASB  Expo¬ 
sure  Draft,  except  that  the  Commission’s 
proposed  standards  did  not  address  the 
issue  of  disclosure  of  supplemental  data 
in  financial  statements. 

In  Release  No.  33-5837  (42  FR  33135), 
the  Commission  solicited  comments  from 
interested  persons  on  a  number  of  issues 
related  to  reporting  financial  and  oper¬ 
ating  data  under  the  EPCA  and  the  Fed¬ 
eral  securities  laws.  Based  on  the  re¬ 
sponses  to  Release  No.  33-5837,  the  fi¬ 
nancial  statement  disclosures  proposed 
in  the  FASB  Exposure  Draft,  and  con- 
sulation  with  the  Federal  Energy  Ad¬ 
ministration  (the  “FEA”),  the  Federal 
Power  Commission,  and  the  General  Ac¬ 
counting  Office,  the  Commission  is  pro¬ 
posing  the  accompanying  disclosure 
standards  to  supplement  the  financial 
accounting  standards  proposed  in  Re¬ 
lease  No.  33-5861. 

Applicability  to  SEC  Filings 

The  EPCA  requirements  were  im¬ 
posed  “[flor  purposes  of  developing  a 
reliable  energy  data  base  related  to  the 
production  of  crude  oil  and  natural  gas 
*  •  *’’  The  Commission  is  aware  that 

‘  Copies  of  the  PASS  Exposure  Draft  may 
be  obtained  from  the  Financial  Accounting 
Standards  Board,  Publications  Division,  File 
Reference  1015,  High  Ridge  Park,  Stamford, 
Conn.  06905. 


questions  have  been  raised  since  the  is¬ 
suance  of  Release  No.  33—5861  concern¬ 
ing  the  relationship  between  the  Com¬ 
mission’s  responsibilities  under  the 
EPCA  and  its  authority  to  establish  ac¬ 
coimting  standards  applicable  to  finan¬ 
cial  statements  issued  by  publicly  owned 
companies  engaged  in  oil  and  gas  pro¬ 
duction. 

In  Release  No.  33-5837,  referred  to 
above,  the  Commission  indicated  that 
it  cbnsidered  its  responsibilities  under 
the  EPCA  to  be  divided  between  two  re¬ 
lated  areas:  (1)  financial  reporting 
standards  applicable  to  general-purpose 
financial  statements  of  entities  Involved 
in  oil  and  gas  production  and  (2)  ac¬ 
counting  practices  necessary  for  oil  and 
gas  producers  to  report  the  financial  and 
operating  data  required  by  the  EPCA  to 
the  PEA,  now  part  of  the  DOE. 

While  the  accounting  practices  to  be 
developed  pursuant  to  Section  503  of 
the  EPCA  are  for  the  purpose  of  develop¬ 
ing  a  reliable  energy  data  base  pertain¬ 
ing  to  oil  and  gas  production,  the  ac¬ 
counting  practices  clearly  encompass 
those  needed  to  prepare  financial  state¬ 
ments.  This  is  reflected  in  the  legislative 
history  of  the  EIPCA,  the  use  of  the  term 
"accounting  practices”  and  the  involve¬ 
ment  of  the  Commission  and  the  FASB 
in  the  development  of  the  required  ac¬ 
counting  practices.  Furthermore,  as 
more  fully  discussed  in  Release  No.  33- 
5837,  Section  503(c)  of  the  EPCA  para¬ 
phrases  to  a  large  degree  the  disclosure 
recommendatiims  of  “Accounting  Re¬ 
search  Study  No.  11,”  a  research  study 
commissioned  by  the  American  Institute 
of  Certified  Public  Accountants  and  pub¬ 
lished  in  1969.  The  disclosure  recom¬ 
mendations  of  “ARS  No.  11”  pertain 
solely  to  public  financial  reporting. 

On  October  6.  1977,  the  U.S.  Senate 
passed  an  amendment  to  Section  503  of 
the  EPCA  (Amendment  No.  889,  passed 
as  part  of  the  unrelated  “Public  Utili¬ 
ties  Regdilatory  Policy  Act  of  1977,”  S. 
2114 — see  S 16509  in  the  Congressional 
Record  for  October  6,  1977).  This 
amendment,  which  must  now  be  con¬ 
sidered  by  a  conference  committee  since 
it  was  not  part  of  the  bill  passed  by  the 
House  of  Representatives,  provides  the 
following: 

This  Section  503  [of  the  EPCA]  is  In¬ 
tended  to  apply  only  to  the  development  of 
accounting  practices  required  for  the  prep¬ 
aration  of  the  reports  to  be  filed  with  the 
Department  of  Energy  for  use  in  compiling 
a  reliable  energy  data  base;  nothing  con* 
talned  in  this  Section  503  shall  be  con¬ 
strued  to  establish  or  to  affect  the  estab¬ 
lishment  of  generally  accepted  accounting 
principles  for  finsmclal  reporting  purposes. 

Even  if  the  EPCA  requirements  are 
considered  to  pertain  only  to  reporting 
to  DOE,  the  Commission’s  consideration 
of  issues  involved  in  accounting  for  oil 
and  gas  producing  activities  would  still 
extend  to  financial  accounting  and  re¬ 
porting  standards  used  in  the  prepara¬ 
tion  of  financial  statements  to  be  in¬ 
cluded  in  filings  with  the  Commission. 
’The  Ccxnmission  is  addressing  these  is¬ 
sues  based  on  its  explicit  authority  over 
financial  reporting  by  publicly  owned 
companies  under  the  Federal  securities 
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laws.  For  many  years,  the  Commission 
has  been  concerned  about  the  diversity 
in  the  accounting  and  financial  report¬ 
ing  practices  followed  by  registrants  en¬ 
gaged  in  the  oil  and  gas  producing  in¬ 
dustry  and  has  made  several  efforts  to 
resolve  this  problem.  In  1964,  the  Com¬ 
mission’s  staff  urged  the  industry  and 
the  accounting  profession  to  address  the 
lack  of  comparability  in  reporting  by 
petroleum  companies.  During  1968  to 
1972,  the  Commission’s  staff  monitored 
the  activities  of  the  Accounting  Prin¬ 
ciples  Board  of  the  AICPA  (the  “APB”), 
a  predecessor  of  the  FASB  in  establish¬ 
ing  accoimting  standards,  as  the  APB 
attempted  to  achieve  more  uniformity  in 
public  financial  reporting  in  the  oil  and 
gas  industry. 

After  the  APB  was  unable  to  resolve 
this  matter,  the  Commission  sought  to 
alleviate  the  problem  through  a  require¬ 
ment  of  supplemental  disclosure.  In  De¬ 
cember,  1972,  the  Commission  in  Release 
No.  33-5343  (38  PR  1747)  proposed  to 
amend  §  210.3-08  (Summary  of  Account¬ 
ing  Principles  and  Practices)  of  Regula¬ 
tion  S-X  to  require,  among  other  things, 
that  registrants  disclose  in  financial 
statements  the  dollar  impact  on  net  in¬ 
come  of  using  an  accounting  principle 
which  was  not  in  prevailing  use  within 
their  industries.  The  Commission  stated 
in  Release  No.  33-5343  that,  in  effect,  the 
successful  efforts  method  of  accounting 
was  the  prevailing  accounting  method 
used  in  the  petroleum  industry;  accord¬ 
ingly,  registrants  following  the  full  cost 
method  would  have  been  required  to  dis¬ 
close  an  alternatively  computed  net  in¬ 
come  amoimt. 

’The  proposals  in  Release  No.  33-5343 
were  controversial  and  a  large  number 
of  comments  were  received  in  opposition 
to  their  adoption,  primarily  because  of 
the  manner  in  which  disclosure  was  to 
be  required,  the  lack  of  specific  guide¬ 
lines,  and  other  practical  problems  of 
implementation.  Comments  from  com¬ 
panies  in  the  petroleum  industry  re¬ 
flected  strong  opposition  to  the  Commis¬ 
sion’s  proposal,  and  many  of  these 
respondents  took  issue  with  the  Com¬ 
mission’s  characterization  of  the  suc¬ 
cessful  efforts  method  as  the  prevailing 
method  of  accounting  in  the  oil  and 
industry. 

The  Commission  issued  a  new  proposal. 
Release  No.  33-5427  (38  28948),  in 

Ocjcber,  1973,  which  contained  signifi¬ 
cant  revisions  to  the  proposals  in  Release 
No.  33-5343,  including  deletion  of  the 
proposed  requirement  for  full-cost  com¬ 
panies  to  di^ose  a  net  income  amount 
based  on  the  successful  efforts  method 
of  accounting.  Instead,  the  revised  pro¬ 
posal  would  have  reqiiired  substantially 
increased  disclosure  of  finding  costs  in 
the  extractive  industries  and  other  data, 
in  an  attempt  to  provide  information 
which  could  be  used  to  assess  the  impact 
on  financial  statements  of  using  differ¬ 
ent  accoimting  methods.  This  proposal 
also  would  have  required  registrants  to 
disclose  quantities  of  oil  and  gas  reserves 
used  in  computations  of  depreciation, 
depletion  and  amortization  expense. 


Again,  many  comments  were  received 
describing  significant  definitional  prob¬ 
lems  in  implementing  the  proposed  rules. 
After  evoluating  the  comments,  it  was 
decided  that  the  proposed  rules  should 
not  be  adopted  at  that  time.  The  Com¬ 
mission’s  staff  has  since  considered  sev¬ 
eral  different  approaches  to  accomplish 
the  objectives  of  these  earlier  proposals, 
but  no  additional  proposals  have  since 
been  issued  by  the  Commission. 

As  the  EPCA  was  being  considered  by 
Congress  in  1975,  the  concerns  of  the 
Commission  over  the  undesirable  state 
of  financial  reporting  in  the  petroleum 
industry  were  refiected  in  correspond¬ 
ence  in  response  to  inquiries  on  this 
matter.  Chairman  Garrett  stated  the  f(^- 
lowing  in  a  letter  dated  July  11,  1975,  to 
Congressman  John  M.  Murphy : 

We  agree  that  more  standardization  of  ac¬ 
counting  practices  is  needed  in  the  petro¬ 
leum  industry,  but  this  can  and  should  be 
done  through  the  existing  iq>paratus.  Ac¬ 
cordingly,  efforts  to  inprove  such  practices 
should  be  directed  toward  having  the  pri¬ 
vate  sector  develop  such  improvements  ex¬ 
peditiously. 

In  a  letter  dated  August  22.  1975,  to 
Congressman  John  E.  Moss.  Chairman 
Garrett  stated  the  following: 

We  (the  Commission]  recognize  that  at 
the  present  time  there  are  diverse  account¬ 
ing  practices  existing  in  the  petroleum  in¬ 
dustry  which  make  the  development  of  a 
data  base  difficxUt  and  preclude  meaningful 
comparisoss  among  companies.  Because  of 
this  we  agree  that  more  standardization  of 
accounting  practices  is  needed  in  the  petro¬ 
leum  indusi^. 

In  1975,  prior  to  the  enactment  of  the 
EPCA,  the  FASB  placed  on  its  technical 
agenda  a  major  project  to  establish  fi¬ 
nancial  accounting  and  reporting  stand¬ 
ards  for  oil  and  gas  producing  activi¬ 
ties.  The  Commission  has  supported  the 
FASB  in  this  effort  in  accordance  with 
its  policy  expressed  in  Accounting  Series 
Release  No.  150  (39  FR  1260)  of  con¬ 
tinuing  to  look  •  to  the  private 
sector  for  leadership  in  establishing  and 
improving  accounting  principles  and 
standards  through  the  FASB  with  the 
exp>ectation  that  the  body’s  ccHiclusicnis 
will  promote  the  interests  of  investors.” 

The  Commission  views  the  FASB’s 
project  on  oil  and  gas  accounting  as 
being  us^ul  in  two  respects.  First,  the 
project  is  expected  to  result  in  signifi¬ 
cant  improvement  in  financial  reporting 
fiirough  the  establishment  oi  imiform 
accounting  standards  so  that  investors 
are  provided  with  a  valid  basis  for  com¬ 
paring  the  financial  statements  of  dif¬ 
ferent  companies.  Secondly,  the  gener¬ 
ally  accept^  accounting  principles  pro¬ 
mulgated  by  the  FASB  in  this  project  are 
expected  to  be  useful  to  the  Commission 
in  fulfilling  its  responsibilities  undo*  the 
EPCA. 

The  issues  relating  to  accounting 
measurement  standards  applicable  to  the 
preparation  of  financial  statements  are 
the  same,  whether  they  are  considered 
from  the  standpoint  of  reporting  to  the 
DOE  pursuant  to  the  EPCA  or  from  the 
standpoint  of  issuing  financial  state¬ 


ments  for  use  by  inveetors.  ’The  EPCA 
specifically  requires  that  the  accmmting 
practices  to  be  devel<H>ed  thereunder  ad¬ 
dress  issues  such  as  revenue  and  cost  rec¬ 
ognition,  disposition  of  capitalized  costs, 
and  accounting  for  contratual  arrange¬ 
ments  involving  special  conveyance  of 
rights  and  joint  operations.  ’These  and 
other  issues  specifically  required  to  be 
addressed  under  the  EPCA  inv<dve  ac¬ 
counting  meaurement  standards  used  to 
prepare  financial  statements. 

Moreover,  PEA  and,  now,  DOE  have 
been  in  the  process  of  developing  a  petro¬ 
leum  company  financial  reporting  sys¬ 
tem,  as  discussed  below.  That  system  is 
to  be  used  to  collect  the  data  required  by 
the  EPCA  to  be  reported  to  DOE  by  oU 
and  gas  producers  and  is  based  on  finan¬ 
cial  statements  prepared  in  accordance 
with  generally  accepted  accounting  prin¬ 
ciples.  The  intent  of  the  EPCA  was  to 
obtain  uniform  reporting  of  data  to  DOE. 

Uniformity  of  reporting  to  investors  is 
as  desirable,  in  the  Commission’s  view,  as 
uniform  reporting  to  DOE.  Since  the 
basis  of  reporting  to  DOE  is  essentially 
the  same  as  reporting  to  investors,  the 
Commission  does  not  consider  the  sepa¬ 
ration  of  issues  related  to  reporting  to 
DOE  and  reporting  to  investors  to  be 
practicable  or  consistent  with  the  Com¬ 
mission’s  responsibilities  under  the  Fed¬ 
eral  securities  laws. 

For  these  reasons,  the  rules  proposed 
by  the  Commission  in  this  release  and  in 
Release  No.  33-5861  are  intended  to  ap¬ 
ply  to  reporting  to  DOE  by  oil  and  gas 
producers  pursuant  to  the  Commission's 
authority  under  the  EPCA  and  to  report¬ 
ing  to  investors  pursuant  to  the  Commis¬ 
sion’s  authority  under  the  Federal  se¬ 
curities  laws. 

While  the  accounting  measurement 
standards  used  to  prepare  financial  state¬ 
ments  are  proposed  to  be  the  same  for  re¬ 
porting  to  DOE  and  to  the  Commissiim, 
the  related  suiH>lemental  disclosures  will 
not  be  identical.  'The  EPCA  specifies  the 
reporting  of  certain  data  to  the  DOE 
which  the  Commission  does  not  consider 
necessary  for  investment  analysis.  Fur¬ 
thermore,  because  of  the  inherent  differ¬ 
ences  in  data  needs  for  national  energy 
policy  purposes  and  for  investment  pur¬ 
poses,  the  data  to  be  reported  to  DOE  and 
to  investors  will  not  be  the  same. 

This  release  proposes  the  accounting 
practices  needed  to  cmnpile  the  data  sup¬ 
plementing  financial  statements  (1)  for 
reporting  to  DOE  pursuant  to  the  EPCA 
and  (2)  for  inclusion  in  filings  under  the 
Federal  securities  laws. 

Relationship  With  the  Department  op 
Energy 

In  a  niunber  of  responses  to  Release 
No.  33-5837,  concerns  were  expressed 
about  the  relationship  of  the  Commis¬ 
sion’s  efforts  in  response  to  the  EPCA 
and  the  current  efforts  of  the  DOE  (and 
formerly,  the  FEa)  in  developing  a 
Petroleum  Company  Financial  Reporting 
System  (the  “FRS”).  FRS  was  origi- 
naUy  prcHK)sed  in  September,  1975  (40 
PR  43612) ,  but  it  has  not  yet  been  im¬ 
plemented.  A  public  panel  discussion  was 
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conducted  by  PEA  on  July  29.  1977,=  and 
written  comments  on  a  number  of  issues 
pertaining  to  the  proposed  implementa¬ 
tion  of  FRS  were  received.  While  FRS 
has  been  designed  to  collect  information 
on  business  activities  in  addition  to  oil 
and  gas  producing  activities,  the  Com¬ 
mission’s  direct  involvement  with  FRS 
pertains  only  to  oil  and  gas  producing 
activities  and  arises  through  the  Com¬ 
mission’s  responsibilities  under  the 
EPCA. 

As  required  by  the  EPCA,  the  Commis¬ 
sion  has  consulted  with  PEA  and  is  now 
consulting  with  DOE  ’  in  connection  with 
the  EPCA.  Section  505  of  the  EPCA 
amends  Section  11(c)  of  the  ESEXJA  by 
providing  that  DOE  shall  require  that 
persons  engaged,  in  whole  or  in  part,  in 
the  domestic  production  of  crude  oil  or 
natural  gas  keep  energy  information  in 
accordance  with  the  accounting  prac¬ 
tices  developed  pursuant  to  the  EPCA 
and  submit  reports  to  DOE  with  respect 
to  that  energy  information.  DOE  is  re¬ 
quired  to  make  quarterly  reports  to  the 
President  and  the  Congress  based  on  the 
data  filed  with  DOE  by  oil  and  gas  pro¬ 
ducers. 

DOE  has  informed  the  Commission 
that  it  plans  to  meet  its  report  gather¬ 
ing  responsibilities  under  the  EPCA  with 
the  FRS,  presently  designed  as  an  annual 
reporting  system.  A  modified  version  of 
the  FRS  is  to  be  developed  to  meet  the 
quarterly  reporting  requirements  of  the 
EPCA. 

The  Commission  will  not  collect  any 
reports  filed  pursuant  to  the  EPCA.  DOE 
will  identify  those  persons  required  to 
file  reports  imder  the  EPCA  and  collect 
the  required  data  using  the  FRS.  The 
forms  and  instructions  to  FRS  will  indi¬ 
cate  the  specific  data  and  the  format  of 
the  data  to  be  reported.  The  instructions 
will  also  require  that  the  data  reported 
in  FRS  relating  to  oil  and  gas  producing 
activities  be  compiled  and  reported  in 
accordance  with  the  accoimting  prac¬ 
tices  prescribed  by  the  Commission  in  the 
proposed  §  210.3-18. 

Accordingly,  DOE  is  designing  the 
forms  and  instructions  to  collect  the 
data  required  by  the  EPCA  while  the 
Commission  is  responsible  for  the  de¬ 
velopment  of  accounting  practices 
needed  to  compile  and  report  these  data. 
FRS  will  include  requirements  for  the 
EPCA  data,  among  other  data,  and  its 
instructions  will  require  adherence  to 
the  accounting  practices  adopted  by  the 
Commission. 

Subsequent  to  FEA’s  public  meeting 
and  its  receiving  written  comments  on 
FRS,  major  revisions  to  the  proposed 
system  have  been  made.  The  Commis¬ 
sion’s  staff  has  discussed  these  revisions 
with  the  staff  of  DOE  and  has  recently 
received  initial  drafts  of  the  revised  pro- 


*The  public  panel  discussion  was  an¬ 
nounced  on  July  8, 1977  (42  FR  35187) .  That 
announcement  contained  a  discussion  of 
FEA’s  plans  to  Implement  FRS. 

•The  Federal  Energy  Administration  be¬ 
came  part  of  the  Department  of  Energy,  pur¬ 
suant  to  the  Department  of  Energy  Orga¬ 
nization  Act  (Pub.  L.  95-91). 


posed  FRS  forms.  To  the  extent  prac¬ 
ticable  the  accompanying  proposed 
amendments  have  been  coordinated  with 
the  requirements  of  the  revised  FRS 
forms.  The  proposed  FRS  forms  are  sub¬ 
ject  to  changes  which  may  result  from 
field  tests  of  the  proposed  forms  that 
FEA  plans  to  conduct  in  the  near  future. 
The  Commission  will  monitor  these  field 
tests  and  will  coordinate  its  efforts  in 
response  to  the  ECPA  with  DOE’s  con¬ 
tinuing  efforts  to  develop  its  FRS. 

It  is  necessary  for  the  Commission  to 
propose  rules  at  this  time  for  the  matters 
addressed  in  this  release,  because  the 
EPCA  requires  that  the  Commission  as¬ 
sure  development  of  accounting  prac¬ 
tices  for  oil  and  gas  producers  by  De¬ 
cember  22.  1977.  Based  on  the  current 
status  of  FRS,  the  Commission  views  its 
proposed  rules  as  being  consistent  with 
the  oil  and  gas  production  reporting  re¬ 
quirements  proposed  by  DOE. 

DOE  is  considering  requiring  the  allo¬ 
cation  of  certain  items  of  inemne  and 
expense  and  assets  and  liabilities  to  oil 
and  gas  producing  operations  for  which 
the  Commission  is  not  proposing  ac¬ 
counting  practices  in  the  accompanying 
amendments.  The  Commission  has  based 
its  proposed  requirements  <m  the  con¬ 
cepts  of  Statement  No.  14  of  the  Finan¬ 
cial  Accounting  Standards  Board,  “Fi¬ 
nancial  Reporting  for  Segments  of  a 
Business  Enterprise,”  as  discussed  in  Re¬ 
lease  No.  33-5837.  DOE  plans  to  require 
in  FRS  the  disaggregation  of  the  ver¬ 
tically  integrated  operations  of  petro¬ 
leum  companies  and  the  association  of 
income  tax  expense  and  certain  other 
items  not  required  to  be  allocated  to  re¬ 
portable  segments  by  FASB  Statement 
No.  14  with  the  disaggregated  compo¬ 
nents  of  vertically  integrated  companies. 

A  number  of  those  responding  to  Re¬ 
lease  No.  33-5837  also  supported  the  ap¬ 
proach  being  considered  by  DOE  and 
others  were  opposed  to  it.  TTie  Commis¬ 
sion  will  further  evaluate  this  issue  in 
connection  with  its  review  of  the  field 
testing  of  the  proposed  FRS  forms. 

Revisions  to  the  Commission’s  Present 
Disclosure  Reothrements 

In  Release  No.  33-5837,  the  Commis¬ 
sion  indicated  that,  in  conjunction  with 
its  efforts  in  response  to  the  EPCA.  it 
was  considering  revisions  to  its  existing 
disclosure  requirements  relating  specifi¬ 
cally  to  oil  and  gas  producing  operations. 
Certain  revisions  to  the  Commission’s 
present  disclosure  requirements  will  be 
necessary  because  of  the  disclosure  of 
similar  data,  e.g.,  proved  reserves,  ex¬ 
pected  to  be  included  in  financial  state¬ 
ments  as  a  result  of  the  FASB’s  pro¬ 
nouncement  on  financial  accounting  and 
reporting  by  oil  and  gas  producing  com¬ 
panies. 

Many  of  the  issues  presented  in  Re¬ 
lease  No.  33-5837  involved  disclosures  in 
filings  under  the  Federal  securities  laws 
as  opposed  to  reporting  to  DOE  pursu¬ 
ant  to  the  EPCA.  At  the  suggestion  of 
several  of  those  who  responded  to  Re¬ 
lease  No.  33-5837,  the  Commission  has 
concluded  not  to  propose  at  this  time  re¬ 


visions  to  its  present  disclosure  require¬ 
ments  except  for  those  to  be  made  In 
financial  statements.  Revisions  to  the 
Commission’s  present  disclosure  require¬ 
ments  for  operating  data  related  to  oil 
and  gas  producing  activities,  i.e.,  those 
outside  financial  statements,  will  be  pro¬ 
posed  by  the  Cwnmission  for  public  com¬ 
ment  after  the  issuance  by  the  FASB  of 
its  Statement  of  Financial  Accounting 
Standards  relating  to  this  area. 

Submission  of  Comment  Letters 

The  Commission  has  received  copies 
of  all  comment  letters  submitted  in  re¬ 
sponse  to  the  FASB  Exposure  Draft.  The 
accompanying  proposed  amendments 
and  those  in  Release  No.  33-5861  reflect 
to  a  large  extent  the  disclosures  proposed 
in  the  FASB  Exposure  Draft.  It  will  not 
be  necessary  for  those  who  have  pro¬ 
vided  comments  to  the  FASB  to  repeat 
those  comments  in  their  submissions  to 
the  Commission  in  response  to  this  re¬ 
lease.  Cities  of  the  comment  letters  to 
the  FASB  which  are  received  by  the 
Cemimission  (from  the  FASB)  will  be¬ 
come  part  of  the  Commission’s  public 
file  for  this  rulemaking  proposal. 

File  S7-715  Includes  the  public  file  for 
this  rulemaking  proposal  and  the  rule- 
making  proposal  reflected  in  Release  No. 
33-5861.  A  bibliography  of  reference 
sources  and  other  material  related  to  the 
rulemaking  proposals  in  this  release  and 
the  rulemaking  proposals  in  Release  No. 
33-5861  have  been  placed  recently  in 
PubUc  File  S7-715.  For  this  reason,  the 
period  for  submitting  comments  on  Re¬ 
lease  No.  33-5861  has  been  extended  to 
November  25,  1977,  the  expiration  date 
for  submission  of  comments  on  the  pro¬ 
posals  in  this  release. 

If,  as  expected,  the  FASB  issues  a 
Statement  of  Financial  Accounting 
Standards  on  this  subject  prior  to  De¬ 
cember  22. 1977,  and  the  Commission  de¬ 
termines  to  rely  on  that  Statement  in 
fulfilling  its  responsibilities  under  the 
EPCA,  interested  persons  will  have  an 
opportimity  to  provide  additional  com¬ 
ments  on  these  issues  prior  to  the  adop¬ 
tion  of  rules  by  the  Commission. 

Disclosures  in  SEC  Fiungs 

The  accompanying  proposed  amend¬ 
ments  provide  for  the  disclosure  of  cer¬ 
tain  data  in  financial  statements  includ¬ 
ed  in  SEC  fllings.  In  addition,  as  dis¬ 
cussed  below,  the  proposed  amendments 
provide  the  accounting  practices  neces¬ 
sary  to  permit  the  compilation  of  data 
required  by  Section  503(c)  of  the  EPCA 
for  reporting  to  the  DOE. 

The  proposed  disclosures  in  financial 
statements  included  in  SEC  fllings  are 
generally  the  same  as  those  proposed  in 
the  FASB  Exposure  Draft.  They  include 
the  following: 

A.  DISCLOSURE  OF  OIL  AND  GAS  RESERVES 

Paragraph  (1)  of  the  proposed  §  210.3- 
18  (i)  provides  for  the  disclosure  of  in¬ 
formation  on  quantities  of  proved  oil 
and  gas  reserves.  The  proposed  dis¬ 
closures  are  identical  to  those  contained 
in  paragraphs  44-50  of  the  FASB  Ex¬ 
posure  Draft.  Because  of  the  inherent 
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subjectivity  pertaining  to  estimates  of 
oil  and  gas  quantities  other  than  proved 
reserves,  the  Commission  is  proposing 
that  the  required  disclosures  of  reserves 
be  limited  to  those  meeting  the  Com¬ 
mission’s  definition  of  proved  reserves/ 
The  FASB  Exposure  Draft  proposed 
adoption  of  the  Commission’s  definition 
of  proved  reserves. 

At  the  present  time,  the  Commission’s 
definition  of  proved  oil  and  gas  reserves 
set  forth  in  its  Release  No.  33-5706  (41 
PR  21764),  as  discussed  in  Release  No. 
33-5837,  applies  to  the  proposed  amend¬ 
ments.  ITie  Commission’s  staff  is  par¬ 
ticipating  in  a  Federal  interagency  task 
force  working  with  the  DOE  to  develop 
a  imiform  definition  of  oil  and  gas  re¬ 
serves  for  use  in  reporting  to  the  various 
Federal  agencies.  'This  project  is  sched¬ 
uled  to  be  completed  prior  to  the  end 
of  1977.  As  a  result  of  this  project,  the 
Commission  is  likely  to  propose  amend¬ 
ments  to  its  existing  definition  of  proved 
oil  and  gas  reserves;  however,  the  Com¬ 
mission’s  definition  of  proved  reserves  is 
not  expected  to  be  changed  significantly. 

Registrants  are  cmrently  required  to 
disclose  quantities  of  proved  reserves  in 
filings  with  the  Commission  but  not  as 
part  of  financial  statements.  The  Cwn- 
mission  considers  that  the  disclosure  of 
reserves  in  financial  statements  in  the 
format  proposed  by  the  FASB  represents 
a  significant  improvement,  over  the 
Commission’s  present  disclosure  require¬ 
ments.  The  Commission’s  present  re¬ 
quirements  will  be  amended  at  a  later 
date,  as  discussed  above,  so  that  they  will 
be  compatible  with  the  disclosures  in 
financial  statements  ultimately  adopted 
by  the  FASB. 

B.  DISCLOSURE  OF  CAPITALIZED  COSTS 

As  discussed  below,  in  Paragraph  (3) 
of  the  proposed  §  210.3-18(1),  the  Com¬ 
mission  proposes  to  require  disclosure  of 
costs  incurred  in  oil  and  gas  producing 
activities  to  be  classified  by  function, 
by  major  geographic  area,  and  by  an 
indication  whether  the  costs  are  capi¬ 
talized  or  charged  to  expense  as  in¬ 
curred.  Disclosure  of  depreciation,  de¬ 
pletion,  amortization,  and  valuation  pro¬ 
visions  classified  by  major  geographic 
area  is  also  proposed. 

In  Paragraph  (2),  the  Commission 
poses  that  the  capitalized  costs  relating 
to  oil  and  gas  producing  activities,  to- 


«  The  Commission’s  definition  of  proved  re¬ 
serves,  adopted  in  Release  No.  33-5706,  ex¬ 
pressly  limits  estimates  of  reserves  to  those 
which  are  commercially  recoverable  at  cur¬ 
rent  prices  and  costs.  In  Releases  No,  33- 
6837  and  No.  33-5861,  the  Commission  indi¬ 
cated  that  "current  prices  Include  considera¬ 
tion  of  changes  in  existing  prices  provided 
by  contractual  arrangements,  by  law,  or  by 
regulatory  agencies,  where  applicable;  and 
for  changes  in  prices  for  gas  to  be  produced 
subsequent  to  termination  or  expiration  of 
existing  contracts,  which  latter  prices  should 
be  based  on  current  prices  plus  escalation  for 
similar  production  subject  to  the  entity’s  or 
other  entitles’  recent  contracts.”  The  “esca¬ 
lation”  referred  to  in  these  releases  is  limited 
to  specific  escalation  provisions  in  recent 
contracts.  Escalations  to  refiect  future  price 
expectations  are  not  permitted. 


gether  with  the  aggregate  amount  of 
related  accumulated  depreciation,  deple¬ 
tion,  amortization,  and  valuation  allow¬ 
ances,  be  disclosed  by  specified  asset 
categories  and  classified  by  the  major 
geographic  areas  in  which  the  registrant 
has  operations. 

The  FASB  Exposure  Draft  proposes  to 
require  the  disclosure  of  the  aggregate 
amount  of  capitalized  costs  relating  to 
oil  and  gas  producing  activities  and  the 
aggregate  amount  of  related  accumu¬ 
lated  depreciation,  depletion,  amortiza¬ 
tion.  and  valuation  allowances.  The 
FASB  also  Indicated  that,  pursuant  to 
paragraph  5  of  APB  Opinion  No.  12, 
separate  disclosure  of  the  amount  of 
capitalized  costs  for  certain  asset  cate¬ 
gories  often  may  be  appropriate. 

The  Commission  believes  that  capi¬ 
talized  costs  associated  with  proved 
properties  and  unproved  properties 
should  be  present^  separately  to 
facilitate  relating  capitalized  costs  with 
the  disclosime  of  data  on  oil  and  gas 
reserves.  While  the  Commission  is 
proposing  more  specific  disclosure  re¬ 
quirements  than  the  FASB  for  the  pres¬ 
entation  of  capitalized  costs  relating  to 
oil  and  gas  activities,  it  considers  the 
proposed  disclosiu'es  to  be  consistent  in 
concept  with  those  proposed  in  the  FASB 
Exposure  Draft. 

C.  DISCLOSURE  OF  COSTS  INCURRED  IN 
OIL  AND  GAS  PRODUCING  ACTIVITIES 

Paragraph  (3)  of  the  accompanying 
proposed  |  210.3-18(i)  contains  the  dis¬ 
closure  requirements  for  costs  incurred 
related  to  the  production  of  crude  oil 
and  natural  gas.  The  EPCA  provides  for 
it] he  separate  calculation  of  capital, 
revenue,  and  operating  cost  information 
pertaining  to: 

(A)  prospecting,  (B)  acquisition,  (C) 
exploration.  (D)  development,  and  (E) 
production  •  * 

This  classification  of  information  cor¬ 
responds  with  the  description  in  “ARS 
No.  11”  of  the  five  operational  phases  or 
functions  in  the  process  of  finding  and 
recovering  the  minerals.  The  Commis¬ 
sion  has  observed  that  the  existing  and 
proposed  data  reporting  systems  for  oil 
and  gas  producing  activities,  including 
the  proposed  FRS,  are  based  on  a  func¬ 
tional  classification  comprised  of  three 
major  functions:  (1)  exploration.  (2) 
development,  and  (3)  production.  In  this 
functional  classification  scheme,  costs 
of  prospecting  and  acquiring  improved 
properties  are  components  of  explora¬ 
tion  costs  and  costs  of  acquiring  proved 
properties  are  componente  of  develop¬ 
ment  costs. 

Existing  accounting  systems  are  not 
designed  generally  to  accumulate  the 
exploration  costs  which  would  fall  with¬ 
in  the  definition  of  prospecting  costs. 
Classifying  certain  types  of  operations, 
such  as  geological  and  geophysical 
studies,  as  “prospecting”  as  opposed  to 
“exploration”  would  be  difficult  in  prac¬ 
tice;  and  the  usefulness  of  the  data 
which  would  be  reported  based  on  arbi¬ 
trary  classification  guidelines  is  ques¬ 
tionable.  For  example,  major  geological 
and  geophysical  studies  are  often  begim 


prior  to  acquisition  of  property  rights  to 
evaluate  an  area  of  interest  and  then 
continue  after  property  rights  are 
acquired  to  locate  the  most  promising 
sites  to  drill  exploratory  wells. 

In  order  to  report  prospecting  costs, 
the  Commission  has  concluded  that  the 
use  of  an  arbitrary  guideline  would  be 
necessary,  namely,  to  define  prospecting 
costs  as  those  exploration  costs  incurred 
in  an  area  of  interest  prior  to  the  acqui¬ 
sition  of  an  unproved  property.  While 
compiling  costs  on  this  basis  is  possible, 
the  Commission  does  not  consider  that 
the  prescription  of  such  a  reporting  bur¬ 
den  would  be  either  practicable  or  appro¬ 
priate.  The  costs  of  compliance  are  not 
warranted  when  compared  with  the  use¬ 
fulness  of  the  data  which  would  be  re¬ 
ported.  Accordingly,  the  Commission  is 
not  proposing  that  prospecting  costs  be 
disclosed  separately  in  financial  state¬ 
ments  included  in  Federal  securities  law 
filings.  As  discussed  below,  DOE  plans  to 
collect  costs  segregated  by  a  number  of 
subcategories  (including  geological  and 
geophysical  costs)  of  the  three  basic 
functions. 

No  respondents  to  Release  No.  33-5837 
supported  the  separate  disclosure  of 
prospecting  costs,  and  the  Federal  agen¬ 
cies  with  which  the  (Commission  has  con¬ 
sulted  in  accordance  with  its  responsi¬ 
bilities  under  the  EIPCA  have  advised  the 
Commission  that  the  reporting  of  pros¬ 
pecting  costs  is  not  needed  for  regulatory 
analysis. 

The  proposed  amendments  have  been 
structured  to  be  compatible  with  the  dis¬ 
closure  requirements  of  the  FASB  Ex¬ 
posure  Draft.  As  proposed  therein,  dis¬ 
closures  in  financial  statements  filed  with 
the  Commission  would  include  the  total 
costs  incurred  during  the  fiscal  period, 
whether  the  costs  are  capitalized  or 
charged  to  expense  at  the  time  they  are 
incurred,  and  would  be  classified  as 
follows : 

(a)  Property  acquisition  costs. 

(b)  Exploration  costs. 

(c)  Development  costs. 

(d)  Production  costs. 

Appendix  1  provides  detailed  descrip¬ 
tions  of  the  types  of  costs  to  be  included 
in  the  above  categories.  The  subcate¬ 
gories  of  costs  included  in  Appendix  1  are 
provided  (1)  to  describe  the  components 
of  costs  to  be  included  in  the  four  cate¬ 
gories  presented  above  and  (2)  to  indi¬ 
cate  the  definitions  and  guidelines  for 
the  subcategories  of  costs  which  may  be 
required  to  be  reported  to  DOE.  In  the 
proposed  FRS,  costs  are  required  to  be 
reported  according  to  subcategories  simi¬ 
lar  to  those  presented  in  Appendix  1. 

Appendix  1  is  arranged  by  the  three 
major  functions  involved  in  oil  and  gas 
producing  activities,  as  discussed  above. 
In  Appendix  1,  property  acquisition  costs 
for  unproved  properties  are  included  in 
exploration  costs  and  property  acquisi¬ 
tion  costs  for  proved  properties  are  in¬ 
cluded  in  development  costs.  This  presen¬ 
tation  accords  with  the  reporting  of  those 
costs  in  the  proposed  FRS.  For  purposes 
of  financial  statements  to  be  included  in 
filings  with  the  SEC,  property  acquisition 
costs  are  to  be  reported  separately  from 
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other  exploration  and  development  costs. 

The  costs  to  be  assigned  to  the  major 
functions,  as  proposed  in  $  210.3-18(i) 
(3).  would  include  all  costs  which  would 
be  classified  as  (a)  operating  expenses 
(other  than  depreciation,  depletion, 
amortization,  and  valuation  expense) 
and  (b)  identifiable  assets  of  an  industry 
segment  imder  the  provisions  of  the 
FASB’s  Statement  of  Financial  Account¬ 
ing  Standards  No.  14,  “Financial  Report¬ 
ing  for  Segments  of  a  Business 
Enterprise.”  Statement  No.  14  does  not 
require,  and  the  Commission  is  not  pro¬ 
posing  to  require  or  prohibit,  that  oil 
and  gas  producing  activities  be  treated 
as  an  industry  segment  in  the  disclosure 
of  segment  data  in  financial  statements 
by  enterprises  engaged  in  integrated  pe¬ 
troleum  operations.  The  concepts  of 
FASB  Statement  No.  14  are  used  solely 
to  define  which  costs  should  be  reported 
in  the  tabulation  of  costs  proposed  in 
S  210.3-18(i)(3). 

FASB  Statement  No.  14  describes  op¬ 
erating  expenses  as  all  expenses  related 
to  both  revenue  from  sales  to  unaffili¬ 
ated  parties  and  to  intersegment  sales 
or  transfers.  Operating  expenses  may  in¬ 
clude  exp>enses  not  directly  traceable  to 
an  industry  segment  but  excludes  gen¬ 
eral  corporate  expenses,  interest  expense, 
and  income  taxes.  The  nature  of  an  ex¬ 
pense  rather  than  the  location  of  its  in¬ 
currence  determines  whether  it  is  an 
operating  expense;  accordingly,  some 
expenses  incurred  at  an  enterprise’s 
central  administrative  office  may  not  be 
general  corporate  expanses.  Costs  of  the 
identifiable  assets  of  an  industry  seg¬ 
ment,  according  to  FASB  Statement  No. 
14.  include  those  tangible  and  intan¬ 
gible  enterprise  assets  that  are  used  by 
the  industry  segment.  Costs  of  assets 
maintained  for  general  corp>orate  pur¬ 
poses  (i.e.,  those  not  used  in  the  opera¬ 
tions  of  any  industry  segment)  would 
not  be  allocated  to  an  industry  segment 
or  to  oil  and  gas  producing  activities. 

Paragraph  (3)  of  the  accompanying 
amendments  proposes  the  following  dis¬ 
closures  of  costs  incurred  in  oil  and  gas 
producing  activities  in  addition  to  those 
proposed  in  the  FASB  Exposure  Draft: 

1.  Separate  disclosure  of  property  ac¬ 
quisition  costs  for  proved  properties,  if 
material; 

2.  Separate  disclosure  of  the  amounts 
of  costs  incurred  in  oil  and  gas  producing 
activities,  classified  by  the  specified  cate¬ 
gories,  which  are  capitalized  an  which 
are  charged  to  expense  as  incurred; 

3.  Disclosure  of  the  investor’s  share  of 
its  investees’  capitalized  costs  and  costs 
incurred  in  oil  and  gas  producing  ac¬ 
tivities.  if  significant  quantities  of  proved 
hydrocarbon  reserves  it  discloses  consist 
of  such  reserves  owned  by  investees  and 
if  its  investment  in  such  investees  is  ac¬ 
counted  for  by  the  equity  method;  and 

4.  Disclosure  of  the  estimated  current 
cost  to  complete  development  of  proved 
hydrocarbon  reserves. 

The  Commission  believes  that  the  costs 
of  acquiring  proved  projierties,  if  sig¬ 
nificant,  should  be  disclosed  separately 
from  the  costs  to  acquire  unproved  prop¬ 
erties,  because  of  the  significant  eco¬ 


nomic  differences  in  the  nature  of  these 
costs. 

The  separate  disclosure  of  costs  cap¬ 
italized  and  costs  charged  to  expanse 
as  incurred  is  proix>sed  to  i)ermit  relat¬ 
ing  the  disclosure  of  costs  incurred. in 
oil  and  gas  producing  activities  with  the 
balance  sheet  and  the  income  statement 
of  the  enterprise. 

The  propK)6al  to  require  disclosure, 
where  significant,  of  investees’  capital¬ 
ized  costs  and  costs  incurred  in  oil  and 
gas  producing  activities  was  included  be¬ 
cause  the  Commission  believes  that  these 
disclosures  are  needed  to  permit  relating 
such  costs  to  proved  hydrocarbon  re¬ 
serves.  This  prop>osal  is  an  amplification 
of  the  FASB’s  proposed  disclosure  of  ah 
explanation  if  the  inclusion  of  investees’ 
reserves  significantly  affects  an  under¬ 
standing  of  the  relationship  between  (a) 
reserve  quantities  and  (b)  either  total 
capitalized  costs  or  cost  incurred  in  oil 
and  gas  producing  activities. 

Similarly,  the  proposal  to  require  dis¬ 
closure  of  the  estimated  current  costs 
to  complete  development  of  proved  re¬ 
serves,  where  future  development  costs 
are  significant,  is  considered  by  the  Com¬ 
mission  to  be  useful  to  Investors  in  ob¬ 
taining  an  understanding  of  the  rela¬ 
tionship  between  proved  hydrocarbon 
reserves  and  the  costs  of  developing  such 
reserves.  ’The  FASB  prop>oses  that  an -ex¬ 
planation  be  provided  if  important  eco¬ 
nomic  factors  or  uncertainties  affect  piar- 
ticular  comp)onents  of  proved  hydrocar¬ 
bon  reserves.  ’The  Commission’s  proposed 
rules  are  more  specific  with  regard  to 
development  costs  than  the  disclosure 
proposed  by  the  FASB.  It  should  be  noted 
that  the  Commission’s  proiJosal  does  not 
require  estimates  of  future  inflation  and 
similar  future  economic  events  in  devel¬ 
oping  the  data  to  be  disclosed,  since  the 
estimates  are  to  be  based  on  the  current 
costs  to  perform  the  development  activi¬ 
ties.  ’The  objective  of  the  Commission’s 
proposal  is  to  provide  information  which 
will  assist  investors  in  assessing  the  cur¬ 
rent  costs  of  finding  and  developing 
reserves. 

D.  REVENUES  FROM  OIL  AND  GAS  PRODUCTION 

As  Stated  above,  the  accompanying 
proposed  amendments  do  not  require  in 
filings  with  the  Commission  the  disag¬ 
gregation  of  the  vertically  integrated 
operations  of  an  enterprise,  consistent 
with  FASB  Statement  No.  14.  However, 
the  EPCA  requires  that  revenues  from 
oil  and  gas  pr^ucing  activities  (includ¬ 
ing  sales  and  transfers  to  affiliates  and 
to  other  operations  of  the  reporting  en¬ 
tity)  be  reported  to  the  DOE.‘  In  addi¬ 
tion,  certain  registrants  of  the  Commis¬ 
sion  have  in  the  past  voluntarily  dis¬ 
closed  revenues  from  oil  and  gas  produc¬ 
ing  operations. 

Paragraph  (4)  of  the  accompanying 
amendments  includes  the  accounting 


^The  Commission  stated  In  Release  No. 
33-5837  that  no  practicable  basis  could  be 
Identified  to  allocate  revenues  on  a  func¬ 
tional  basis  other  than  the  compilation  of 
revenues  from  oil  and  gas  production 
operations. 


practices  to  be  applied  whenever  revenue 
from  oil  and  gas  production  is  required 
to  be  reported  to  the  DOE  or  when  such 
revenue  Is  voluntarily  disclosed  in  filings 
with  the  Commission  under  the  Federal 
securities  laws. 

EPCA  Accounting  Practices 

As  previously  discussed,  the  accom¬ 
panying  proposed  amendments  also  pro¬ 
vide  the  accounting  practices  for  the 
compilation  of  data  required  by  Section 
503  of  the  EPCA  for  reporting  to  the 
DOE.  These  data  are  expected  to  be  col¬ 
lected  by  the  DOE  using  reporting  forms 
which  will  either  incorporate  or  specifi¬ 
cally  refer  to  the  accompanying  proposed 
amendments  for  particular  data  ele¬ 
ments  to  be  collected.  The  data  ad¬ 
dressed  in  the  accompanying  amend¬ 
ments  do  not  reflect  all  data  which  DOE 
may  consider  necessary  to  collect  per¬ 
taining  to  oil  and  gas  production;  rather, 
the  data  addressed  represent  specific  re¬ 
quirements  of  the  EPCA. 

In  Release  No.  33-5837,  the  Commis¬ 
sion  noted  that  Section  503(c)  of  the 
EPCA  requires  that  the  following  data 
be  compiled  and  reported  to  DOE: 

(a)  A  tabulation  of  costs  by  fimction, 
including  those  charged  to  expense  as 
incurred  as  well  as  those  capitalized. 

(b)  Disclosure  of  revenues  from  oil 
and  gas  production. 

(c)  Disclosure  of  oil  and  gas  reserves. 

(d)  Disclosure  of  operating.statistics. 

(e)  A  classification  of  financial  state¬ 
ment  data  by  function — ^which  would 
involve  repenting  financial  statement 
data  according  to  exploration,  develop¬ 
ment  and  production  activities  to  facili¬ 
tate  interpreting  the  physical  results 
shown  by  reserves  and  other  operating 
statistics.  . 

The  following  paragraphs  reference 
these  requirements  of  the  EPCA  to  the 
appropriate  sections  of  accranpanying 
proposed  amendments: 

(A)  TABULATION  OF  COSTS  BY  FUNCTION 

Paragraph  (3)  anfi  Appendix  1  pro¬ 
vide  the  accounting  practices  for  the  re¬ 
porting  of  costs  inemred  in  oil  and  gas 
producing  activities,  whether  such  costs 
are  capitalized  or  charged  to  expense  as 
incurred.  (See  the  discussion  at  C 
above.) 

(B)  DISCLOSURE  OF  REVENUES  FROM  OIL  AND 
GAS  PRODUCTION 

Paragraph  (4)  provides  the  account¬ 
ing  in'actices  for  the  reporting  of  reve¬ 
nues  from  producti<Hi  of  oil  and  gas.  (See 
discussion  at  D  above.) 

(C>  DISCLOSURE  OF  OIL  AND  CAS  RESERVES 

Paragraph  (1),  as  discussed  at  A 
above,  requires  the  disclosure  of  infor¬ 
mation  on  proved  oil  and  gas  res^wes. 
Section  503(c)  of  the  EPCA  provides  for 
the  •  disclosure  of  reserves  and 

operating  activities,  both  domestic  and 
foreign,  to  facilitate  evaluation  o^ finan¬ 
cial  effort  and  result  •  *  por  pur¬ 
poses  of  filings  with  the  Commission, 
-the  Commission  is  proposing  disclosure 
of  information  on  hydrocarbon  reserves 
which- is  identical  to  that  ix'oposed  in  the 
FASB  Exposure  Draft. 
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DOE  is  considering  whether  it  will  re- 
qxiire  the  presentation  of  changes  in 
hydrocarbon  reserves  in  more  detail 
than  that  proposed  by  the  PASB  and 
whether  it  will  require  the  reporting  of 
estimates  of  oil  and  gas  other  than 
proved  reserves.  The  Federal  inter¬ 
agency  task  force  on  hydrocarbon  re¬ 
serves,  referred  to  previously,  is  con¬ 
sidering  guidelines  for  the  estimation  of 
quantities  of  oil  and  gas  which  do  not 
meet  the  engineering  criteria  for  classi¬ 
fication  as  proved  reserves.  The  Commis¬ 
sion’s  staff  is  participating  in  this  effort 
and  will  consider  whether  the  conclu¬ 
sions  reached  by  that  task  force  for  DOE 
reporting  have  any  implications  for  the 
Commission’s  disclosiure  rules. 

(d)  DISCLOSURE  OP  OPERATING  STATISTICS 

The  Commission  in  its  Release  No. 
33-5706  [41  FR  21764]  adopted  require¬ 
ments  for  the  disclosure  of  certain  it¬ 
erating  statistics  in  filings  under  the 
Federal  securities  laws.  The  proposed 
FRS  contains  requirements  for  report¬ 
ing  similar  operating  statistics  to  DOE. 

Substantial  public  comments  in  re¬ 
sponse  to  solicitations  by  the  Conunis- 
sion  and  by  the  FASB  have  been  received 
on  the  reporting  of  operating  statistics. 
These  responses  have  been  provided  to 
the  DOE  for  its  consideration  in  connec¬ 
tion  with  its  designing  of  the  proposed 
FRS.* 

(E)  CLASSIFICATION  OF  FINANCIAL 
STATEMENT  DATA  BY  FUNCTION 

Paragraph  (2),  as  discussed  at  B 
above,  provides  the  accounting  practices 
for  the  classification  of  certain  financial 
data  relating  to  oil  and  gas  production. 
As  indicated  above,  DOE  in  its  FRS  is 
considering  requiring  that  certain  other 
financial  statement  items  be  allocated  to 
the  oil  and  gas  producing  function. 

Other  Matters 

The  following  additional  matters  of 
information  are  provided: 

A.  EFFECTIVE  DATE 

The  accompanying  proposed  amend¬ 
ments  would  become  effective  for  fiscal 
years  beginning  after  June  15,  1978,  the 
same  effective  date  proposed  in  the 
FASB  Exposure  Draft  and  in  Release 
No.  33-5861. 

B.  GEOGRAPHIC  REPORTING 

For  purposes  of  preparing  financial 
statements  to  be  included  in  filings  \mder 
the  Federal  securities  laws,  the  proposed 
amendments  reflect  the  geographic  re¬ 
porting  requirements  proposed  in  the 
FASB  Exposure  Draft,  i.e.,  separate  re- 


■  Consistent  with  the  FASB  Exposure 
Draft,  the  Commission  Is  not  proposing  that 
operating  statistical  data,  other  than  oil  and 
gas  reserves,  be  disclosed  In  financial  state¬ 
ments.  In  connection  with  the  Commission’s 
planned  revisions  to  the  disclosure  require¬ 
ments  for  filings  under  Federal  securities 
law,  as  discussed  previously,  the  Commission 
will  consider  whether  amendments  to  its 
existing  requirements  for  the  disclosure  of 
such  statistical  data  outside  financial  state¬ 
ments  are  appropriate. 


porting  for  (a)  the  reporting  person’s 
home  coimtry  and  (b)  each  foreign  geo¬ 
graphic  area  in  which  the  significant 
reserves  are  located  (or  in  which  signifi¬ 
cant  costs  had  been  incurred  if  no  re¬ 
serves  had  been  discovered).  Foreign 
geographic  areas  are  individual  countries 
or  groups  of  countries  as  appropriate 
for  meaningful  disclosure  in  the  circum¬ 
stances. 

It  is  contemplated  that  the  FRS  will 
specify  geographic  areas  for  which  data 
are  to  be  reported  to  the  DOE. 

C.  QUARTERLY  REPORTING 

The  DOE  will  design  a  reporting  sys¬ 
tem  to  collect  data  on  a  quarterly  basis. 
The  proposed  amendments  will  apply  to 
these  quarterly  reports  to  be  filed  with 
the  DOE  in  accordance  with  the  in¬ 
structions  to  such  reports. 

D.  PROPOSED  management’s  ANALYSIS  OF 

on.  AND  GAS  OPERATIONS 

Comments  were  solicited  in  Release 
No.  33-5837  on  whether  the  Commission 
should  require  a  narrative  analysis  of 
oil  and  gas  producing  activities,  focusing 
on  estimates  of  reserves  and  the  current 
costs  of  finding  and  developing  reserves. 
Since  such  an  analysis  would  oe  part  of 
the  disclosures  outside  financial  state¬ 
ments  in  filings  with  the  Commission, 
no  requirement  of  this  nature  is  con¬ 
tained  in  the  accompanying  proposed 
amendments. 

E.  USE  OF  SCHEDULES  FOR  OIL  AND  GAS 
DISCLOSURES  IN  FILINGS  WITH  THE  SEC 

The  Commission  considered  but  con¬ 
cluded  not  to  require  uniform  schedules 
for  disclosures  relating  to  oil  and  gas 
operations  in  filings  with  the  Commis¬ 
sion.  Many  responders  to  Release  No. 
33-5837  opposed  such  a  requirement,  be¬ 
cause  it  would  militate  against  meaning¬ 
ful  disclosure  in  certain  cases.  Regis¬ 
trants  may  use  the  schedules  filed  with 
the  DOE  as  part  of  their  filings  with 
the  Commission,  if  they  so  desire,  pro¬ 
vided  all  the  data  required  by  the  Com¬ 
mission’s  disclosure  rules  are  Included. 

F.  DATA  FOR  PAST  YEARS 

In  Release  No.  33-5837,  comments 
were  solicited  on  the  need  for  and  the 
availiability  of  comparative  data  on  oil 
and  gas  producing  activities  for  past 
years.  The  consensus  of  those  respond¬ 
ing  was  that  data  for  several  years  are 
DOE  is  planning  to  collect  certain  his¬ 
torical  operating  data  in  connection  with 
its  FRS.  The  Commission  will  consider 
this  issue  further  in  connection  with  the 
future  amendments  to  its  disclosure  re¬ 
quirements  for  filings  under  the  Federal 
securities  laws. 

G.  PRESENT  VALUE  DATA 

In  Release  No.  33-5878,  issued  concur¬ 
rently  with  this  release,  the  Commis¬ 
sion  is  proposing  a  new  S  210.3-18(J),  to 
require  the  disclosure  of  certain  data  re¬ 
lating  to  proved  oil  and  gas  reserves,  in¬ 
cluding  information  on  the  present  value 
of  estimated  future  production  of  proved 
oil  and  gas  reserves. 


H.  EFFECT  ON  COMPETITION 

In  Release  No.  33-5861,  the  Commis¬ 
sion  indicated  that  it  had  reviewed  the 
submissions  to  the  FASB  concerning  the 
potential  impact  on  competition  result¬ 
ing  from  the  proposed  selection  of  a 
method  of  accounting  and  invited  addi¬ 
tional  comments  from  interested  persons 
on  this  issue.  Pursuant  to  Section  23 
(a)(2)  of  the  Securities  Exchange  Act 
[15  U.S.C.  78w],  the  Commission  is  con¬ 
sidering  the  impact  on  competition  of 
the  proposals  in  Release  No.  33-5861  and 
in  this  release  and  specifically  invites 
comments  with  respect  to  the  impact  on 
competition  of  these  proposals,  if 
adopted.  Commission  action:  The  Com¬ 
mission  hereby  proposes  to  amend  17 
CFR  Part  210  by  the  addition  of  the  new 
paragraph  (i)  to  the  proposed  §  210.3-18 
(See  Release  No.  33-5861  [42  FR  449721) 
as  presented  below: 

§  210.3—18  Financial  accounting  and  re¬ 
porting  for  oil  and  gas  producing 
activities. 

This  section  prescribes  financial  ac¬ 
counting  and  reporting  standards  for 
registrants  of  the  Commission  which  are 
engaged  in  oil  and  gas  producing  activi¬ 
ties  in  filing  registration  statements  and 
reports  under  the  Federal  securities 
laws;  and  for  all  persons  engaged,  in 
whole  or  in  part,  in  the  production  of 
crude  oil  or  natural  gas  hi  the  United 
States  in  filing  reports  with  the  Depart¬ 
ment  of  Ekiergy  pursusmt  to  Section  11 
(c)  of  The  Energy  Supply  and  Environ¬ 
ment  Coordination  Act  of  1974,  as 
amended  by  Section  505  of  the  Energy 
Policy  and  Conservation  Act  of  1975.  Ex¬ 
cept  for  the  disclosures  specified  in  para¬ 
graph  (i)  below,  these  standards  do  not 
apply  to  the  oil  and  gas  producing  ac¬ 
tivities  of  a  regulated  oil  and  gas  produc¬ 
ing  company  that  are  subject  to  in- 
dividual-company-cost-of-serAice  rate¬ 
making. 

•  *  •  •  * 

(i)  Disclosure  of  financial  and  operat¬ 
ing  data.  The  following  financial  and  op¬ 
erating  data  shall  be  disclosed  in  the 
body  of  financial  statements  prepared 
and  presented  in  accordance  with  gen¬ 
erally  accepted  accoimting  principles,  in 
the  notes  thereto,  or  in  a  separate  sched¬ 
ule  that  is  an  integral  part  of  the  finan¬ 
cial  statements.  The  data  may  be  pre¬ 
sented  outside  the  financial  statements, 
provided  they  are  made  an  Integral  part 
of  the  financial  statements  through  ap¬ 
propriate  cross-references  between  the 
financial  statements  and  the  sections  of 
reports  or  filings  where  l^e  required 
data  are  provided.  The  following  stand¬ 
ards  shall  also  apply  to  the  reporting 
of  financial  data  where  such  data  are 
specifically  required  to  be  reported  to 
the  Department  of  Energy  pursuant  to 
Section  11c  of  the  Energy  Supply  and 
Environmental  Coordination  Act  of  1974 
(Pub.  L.  94-319).  as  amended  by  Sec¬ 
tion  505  of  the  Energy  Policy  and  Con¬ 
servation  Act  of  1975  (Pub.  L  94-163) , 

(1)  Disclosure  of  estimated  quantities 
of  proved  oil  and  gas  reserves.  Net  quan- 
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titles  of  proved  reserves  and  proved  de¬ 
veloped  reserves  of  crude  oil  (including 
condensate  and  natural  gas  liquids)  and 
natural  gas  shall  be  reported  as  of  the 
beginning  and  the  ^d  of  each  year  for 
which  financial  statements  are  pre¬ 
sented.  “Net”  quantities  of  reserves  in¬ 
clude  those  relating  to  the  operating  and 
non-operating  interests  in  properties  as 
defined  in  paragraph  (b)(1)  of  this 
§  210.3-18.*  Changes  in  the  net  quantities 
of  proved  reserves  of  oil  and  gas  during 
each  3^ar  for  which  financial  statements 
are  presented  shall  be  reported.  Changes 
resulting  from  each  of  the  following 
shall  be  separately  shown: 

(i)  Revisions  of  previous  estimates. 
Revisions  represent  changes  in  previous 
estimates  of  proved  reserves,  either  up¬ 
ward  or  downward,  resulting  from  new 
information  normally  obtained  from  de¬ 
velopment  drilling  and  production  his¬ 
tory  or  resulting  from  a  change  in  eco¬ 
nomic  factors.  Revisions  do  not  include 
changes  in  reserve  estimates  resulting 
from  increases  in  proved  acreage  or  from 
improved  recovery  techniques. 

(ii)  Purchases  of  miner als-in-place. 

(iii)  Other  additions  to  reserves.  Other 
additions  to  proved  reserves  result  from 

(A)  extension  of  the  proved  acreage  of 
previously  discovered  (old)  reservoirs 
through  additional  drilling  in  periods 
subsequent  to  discovery,  (B)  discovery 
of  new  fields  with  proved  reserves  or  of 
new  reservoirs  of  proved  reserves  in  old 
fields,  and  (C)  application  of  improved 
recovery  techniques. 

(iv)  Production. 

(V)  Sales  of  minerals  in  place.  If  the 
reporting  entity’s  proved  reserves  of  oil 
and  gas  are  locat^  entirely  within  its 
home  country,  that  fact  shall  be  dis- 
clpsed.  If  some  or  all  of  its  proved  re¬ 
serves  are  located  in  foreign  coimtries, 
the  disclosures  of  net  quantities  of  re¬ 
serves  of  oil  and  of  gas  and  changes  in 
them  (as  required  above)  shall  be  sep¬ 
arately  reported  for  the  entity’s  home 
coimtry  (if  significant  reserves  are  lo¬ 
cated  there)  and  each  foreign  geographic 
area  in  which  significant  reserves  are 
located.  Foreign  geographic  areas  are 
individual  countries  or  groups  of  coim¬ 
tries.  as  appropriate,  for  meaningful  dis¬ 
closure  in  the  circiunstances.  Net  quan¬ 
tities  disclosed  shall  not  include  oil  or 
gas  subject  to  purchase  under  long-term 
supply,  purchase,  or  similar  agreements 
and  contracts,  including  such  agree¬ 
ments  with  foreign  governments  or  au¬ 
thorities.  However,  quantities  of  oil  or 
gas  subject  to  such  agreements  with  for¬ 
eign  governments  or  authorities  as  of  the 
end  of  each  year  for  which  financial 
statements  are  presented,  and  the  net 
quantity  of  oil  and  gas  subject  to  such 
agreements  with  foreign  governments  or 
authorities  as  of  the  end  of  each  year, 
shall  be  separately  disclosed  if  the  re¬ 
porting  entity  participates  in  the  oper¬ 
ation  of  the  properties  in  which  the  oil 
or  gas  is  located  or  otherwise  serves  as 
the  “producer”  of  those  reserves,  as  op¬ 
posed,  for  example,  to  being  an  inde- 

»See  Release  No.  33-5861  [42  FR  44972]. 


pendent  purchaser,  broker,  dealer,  or 
importer.  In  reporting  quantities  of  oil 
and  gas  reserves  and  changes  in  them, 
oil  reserves  (which  include  condensate 
and  natural  gas  liquids)  shall  be  stated 
in  barrels,  and  gas  reserves  in  multiples 
of  cubic  feet,  i.e.,  MCP,  MMCP,  or  BCF. 
In  determining  the  reserve  quantities  to 
be  reported: 

(A)  If  consolidated  financial  state¬ 
ments  are  issued.  100  percent  of  the  net 
reserve  quantities  attributable  to  the 
parent  company  and  100  percent  of  the 
net  reserve  quantities  attributable  to  its 
consolidated  subsidiaries  (whether  or  not 
wholly  owned)  shall  be  included. 

(B)  If  the  financial  statements  include 
investments  that  are  accounted  for  by 
the  equity  method  or  that  are  propor¬ 
tionately  consolidated,  the  investor’s  re¬ 
serve  quantities  shall  include  the  inves¬ 
tor’s  share  of  the  investee’s  net  oil  and 
gas  reserves. 

If  important  economic  factors  or  signifi¬ 
cant  uncertainties  affect  particular  com¬ 
ponents  of  proved  reserves,  explanation 
shall  be  provided  (see  paragraph  (i)  (3) 
below  for  disclosure  of  costs  to  develop 
proved  reserves).  Examples  include  un¬ 
usually  high  expected  development  or 
lifting  costs;  the  necessity  to  build  a  ma¬ 
jor  pipeline  or  other  major  facilities  be¬ 
fore  production  of  the  reserves  can  be¬ 
gin;  or  contractual  obligations  to  pro¬ 
duce  and  sell  a  significant  portion  of  re¬ 
serves  at  prices  that  are  substantially  be¬ 
low  those  at  which  the  oil  or  gas  could 
otherwise  be  sold  in  the  absence  of  the 
contractual  obligation. 

(2)  Disclosure  of  capitalized  costs.  The 
aggregate  amount  of  capitalized  costs  re¬ 
lating  to  oil  and  gas  producing  activities 
and  the  aggregate  amount  of  the  related 
accumulated  depreciation,  depletion, 
amortization,  and  valuation  allowances 
shall  be  reported  as  of  the  end  of  each 
period  for  which  financial  statements  are 
presented.  In  addition,  the  aggregate 
amount  of  capitalized  costs  and  the  ag¬ 
gregate  amount  the  related  ac¬ 
cumulated  depreciation,  depletion,  amor¬ 
tization  and  valuation  allowance  shall  be 
reported  as  of  the  end  of  each  period  for 
which  financial  statements  are  presented 
for  each  of  the  following  asset  categories, 
with  separate  presentation  for  each  geo¬ 
graphic  area  for  which  quantities  of 
proved  reserve  are  presented  in  accord¬ 
ance  with  Paragraph  (1) : 

(i)  Capitalized  costs  related  to  un¬ 
proved  properties,  witli  costs  of  mineral 
interests  in  properties  and  other  costs  re¬ 
ported  separately,  if  significant;  and 

(ii)  Capitalized  costs  related  to  proved 
properties  with  the  costs  of  the  follow¬ 
ing  reported  separately,  if  significant: 

(A)  Mineral  interests  in  properties; 

(B)  Wells  and  related  equipment  and 
facilities; 

(C)  Support  equipment  and  facilities; 
and 

(D>  Uncompleted  wells,  equipment  and 
facilities. 

See  Paragraph  (i)(3)  for  disclosures 
relating  to  the  reporting  entity’s  share 
of  capitalized  costs  incurred  by  its  in¬ 
vestees  when  the  equity  of  method  of  ac¬ 


counting  is  followed.  If  a  regulated  oil 
and  gas  producing  company  that  is  sub¬ 
ject  to  individual-company-cost-of-serv- 
ice  rate-making  and  that  follows  an  ac¬ 
counting  policy  that  involves  capitaliz¬ 
ing  or  amortizing  costs  on  a  basis  differ¬ 
ent  from  that  otherwise  required  by  this 
S  210.3-18.  the  financial  statements  of 
that  company  shall  disclose  the  nature 
and  amount  of  the  difference  between 
(i)  the  amount  of  (xists  (net  of  accumu¬ 
lated  depreciation,  depletion  and  amor¬ 
tization)  capitalist  in  conformity  with 
its  accounting  policy  at  the  end  of  each 
period  for  which  financial  statements  are 
presented  and  (ii)  the  amount  of  costs 
(net  of  accumulated  depreciation,  deple¬ 
tion.  and  amortization)  that  otherwise 
would  be  capitalized  in  conformity  with 
this  S  210.3-18. 

(3)  Disclosure  of  costs  incurred  in  oil 
and  gas  producing  activities.  The  finan¬ 
cial  statements  shall  disclose  the 
amounts  of  each  of  the  following  types 
of  costs  for  each  year  for  which  financial 
statements  are  presented  (whether  those 
costs  are  capitalized  or  charged  to  ex¬ 
pense  at  the  time  they  are  incurred: 

(i)  Property  acquisition  costs  (disclose 
separately  the  costs  of  acquiring  proved 
properties,  if  significant) . 

(ii)  Exploration  costs. 

(iii)  Development  costs. 

(iv)  Production  (lifting)  costs. 

Exploration,  development,  and  produc¬ 
tion  costs  include  depreciation  of  sup¬ 
port  equipment  and  facilities  used  in 
those  activities  rather  than  the  expendi¬ 
tures  to  acquire  support  equipment  and 
facilities.  Pinduction  (lifting)  costs  do 
not  include  depreciation,  depletion,  and 
amortization  of  capitalized  acquisition, 
explcnration,  and  development  costs.  If 
some  or  all  of  those  costs  are  incurred  in 
foreign  countries.  Uie  amounts  shall  be 
disclosed  separate  for  each  of  the  geo¬ 
graphic  areas  for  which  quantities  of 
proved  reserves  are  disclosed  in  accord¬ 
ance  with  paragraph  (i)(l)  of  this  sec¬ 
tion.  For  each  of  the  above  categories, 
the  amount  of  total  costs  capitalized  and 
the  amount  charged  to  expense  at  the 
time  they  are  incurred  shall  be  stated 
separately.  Disclose  depreciation,  deple- 
ticm,  and  amortizaticm  of  capitalized 
costs  relating  to  oil  and  gas  producing 
activities  and  valuation  provisions  re¬ 
lating  to  unproved  properties,  presented 
separately  for  each  of  the  geographic 
areas  for  which  proved  reserve  quantities 
are  disclosed  in  accordance  with  para¬ 
graph  (i)(l)  of  this  section.  Net  quan¬ 
tities  of  reserves  to  be  reported  in  con¬ 
formity  with  paragraph  (i)(l)  of  this 
section  include  the  reporting  entity’s 
share  of  the  reserves  of  its  investee  com¬ 
panies.  If  the  quantities  of  reserves  dis¬ 
closed  include  significant  quantities  of 
reserves  attributable  to  investees,  dis¬ 
closure  shall  be  made  of  the  investor’s 
share  of  its  investees’  capitalized  costs 
and  costs  incurred  in  oil  and  gas  pro¬ 
ducing  activities,  unless  the  investees’ 
costs  are  included  in  the  investor’s  costs 
because  of  its  use  of  the  proportionate 
consolidation  methcxl  of  accounting  for 
its  investment.  If  future  costs  to  be  in- 
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curred  in  developing  proved  reserves  are 
significant,  as  of  the  end  of  each  year 
for  which  financial  statements  are  pre¬ 
sented,  disclose  for  each  geographic  area 
for  which  quantities  of  proved  reserves 
are  disclosed  an  estimate  of  the  current 
costs  (as  of  the  balance  sheet  date) 
which  would  be  required  to  complete  de- 
velc^ment  of  the  proved  reserves. 

(4)  Revenues  from  oil  and  gas  pro¬ 
ducing  activities.  When  revenues  of  oil 
and  gas  producing  activities  are  reported 
to  the  Department  of  Energy  pursuant  to 
the  Energy  Policy  and  Conservation  Act 
of  1975,  and  if  such  revenues  are  reported 
in  filings  with  the  Securities  and  Ex¬ 
change  Commission,  the  following  ac¬ 
counting  practices  shall  be  appHed  to  re¬ 
porting  revenues  from  sales  or  transfers 
of  production  of  oil  and  gas: 

(i)  Sales  to  unafflliated  persons  shall 
be  included  in  revenues  at  the  amount 
received  in  sales  transactions  attribut¬ 
able  to  net  working  interests,  royalty  in¬ 
terests,  oil  pasrments  interests  (when  the 
reporting  person  previously  recognized 
such  oil  payments  as  purchases),*  net 
profits  interests,  etc.  of  the  reporting 
person.  Production  or  severance  taxes 
should  not  be  deducted  from  revenues. 
Royalty  payments,  disbursements  cm 
producion  payments  previously  account¬ 
ed  for  as  sales,*  and  net  profits  disburse¬ 
ments  should  be  excluded  from  revenues. 

(ii)  Sales  and  transfers  to  unconsoli¬ 
dated  aflUiated  persons  and  to  other  op- 
eraticms  (such  as  refining,  chemi(^ 
plants,  etc.)  of  the  reporting  person  shall 
be  accounted  for  in  the  same  manner  as 
described  at  paragraph  (i)  (4)  (i)  of  this 
section  except  that  such  sales  and  trans¬ 
fers  shall  be  valued  at  estimated  market 
prices  of  ccxnparable  products  using 
posted  field  prices,  where  applicable,  or 
amounts  estimated  to  represent  prices 
equivalent  to  those  which  could  be  ob¬ 
tained  in  a  competitive  arm’s  length 
market  environment,  giving  recognition 
to  transportation  costs,  qxiality  differ¬ 
ences.  and  arrangements  with  and  regu¬ 
lations  of  governments. 

These  amendments  shall  be  effective  for 
financial  statements  for  fiscal  years  be¬ 
ginning  after  June  15.  1978,  and  for 
interim  periods  within  those  fiscal  years, 
although  earlier  application  is  encour¬ 
aged.  Accounting  changes  adopted  to 
conform  to  the  provisions  of  these 
amendments  shall  be  made  retroac¬ 
tively  by  restating  the  financial  state¬ 
ments  of  prior  periods.  Financial  state¬ 
ments  for  the  fiscal  year  in  which  these 
amendments  are  first  applied,  and  for 
interim  periods  of  that  year,  shall  dis¬ 
close  the  nature  of  those  accounting 
changes  and  their  effect  on  income  be¬ 
fore  extraordinary  items,  net  income, 
and  related  per  share  amounts  for  each 
period  restated. 

These  amendments  are  proposed  to  be 
adopted  pursuant  to  authority  in  Sec¬ 
tions  6.  7.  8.  10  and  19(a)  [15  U.S.C. 
77f,  77g.  77h,  77j,  77s]  of  the  Securities 
Act  of  1933;  Sections  12.  13,  15(d),  and 


®See  paragraph  (g)  (3)  (i)  of  the  proposed 
S  210.3-18  in  Release  No.  3&-5861  [42  FR 
44972]  which  corresponds  with  paragraph  41a 
of  the  FASB  Exposure  Draft. 


23(a)  [15  U.S.C.  781,  78m,  78o(d).  78wl 
of  the  Securities  Exchange  Act  of  1934; 
Sections  5(b),  14,  and  20(a)  [45  U.S.C. 
79e,  79n.  79t]  of  the  Public  Utility  Hold¬ 
ing  Company  Act  of  1935;  and  Section 
503(b)(2)  [Pub.  L.  94-1631  of  the  En¬ 
ergy  Policy  and  Conservation  Act  of  1975. 

By  the  Commission. 

George  A.  Fitzsimmons. 

Secretary. 

October  26, 1977. 

Appendix  No.  1 
classification  of  costs 

For  purposes  of  reporting  costs  “  to 
be  reported  by  function  pursuant  to  the 
proposed  §  210.3-18(i)  (3),  the  following 
guidelines  are  provided : 

a.  Exploration  costs 

Exploration  involves  (i)  identifying 
areas  that  may  warrant  examination  and 
(ii)  examining  specific  areas  that  show 
prospects  of  containing  oil  and  gets  re¬ 
serves,  including  drilling  exploratory 
wells.  Exploration  costs  are  incurred  both 
before  acquiring  the  related  property 
(sometimes  referred  to  in  part  as  pros¬ 
pecting  costs)  and  after  acquiring  the 
property. 

Exploration  costs  also  include  the  costs 
to  acquire  unproved  properties.^  Such 
costs  include  all  costs  incurred  to  pur¬ 
chase,  lease,  or  otherwise  acquire  an  un¬ 
proved  property.  They  include  the  costs 
of  lease  bonuses  and  options  to  purchase 
or  lease  properties,  the  portion  of  costs 
applicable  to  minerals  when  land  in¬ 
cluding  mineral  rights  is  purchased  in 
fee.  brokers’  fees,  recording  fees,  legal 
costs,  and  other  direct  costs  in  acquiring 
unproved  properties. 

Exploration  costs,  including  depreciation 
of  support  equipment  and  facilities and 
other  costs  directly  identifiable  with  explora¬ 
tion  activities,  are: 

1.  CX>sts  of  topographical,  geological,  and 
geophysical  studies,  rights  of  access  to  prop¬ 
erties  to  conduct  those  studies,  and  salaries 


^®A11  costs  reported  should  be  costs  relating 
to  net  working  Interests  owned  by  reporting 
persons  in  all  properties  whether  operated 
by  the  person  or  by  other  persons. 

“The  FASB  Exposure  Draft  and  the  ac¬ 
companying  proposed  {  210.3-18(1)  (3)  pro¬ 
pose  to  require  the  disclosure  of  property  ac¬ 
quisition  costs  for  proved  and  unproved 
properties  separately  from  exploration,  de¬ 
velopment,  and  production  costs.  DOE  con¬ 
templates  the  separate  reporting  of  property 
acquisition  costs  for  unproved  properties  and 
for  proved  properties  as  subcategories  of 
exploration  costs  and  of  development  costs, 
respectively. 

“  Support  equipment  and  facilities  used  In 
oil  and  gas  producing  activities  include 
seismic  equipment,  drilling  equipment,  con¬ 
struction  and  grading  equipment,  vehicles, 
repair  shops,  warehouses,  supply  points, 
camps,  and  division,  district,  or  field  offices. 
Some  support  equipment  or  facilities  are  ac¬ 
quired  or  constructed  for  use  exclusively  in 
a  single  activity — exploration,  development, 
or  production.  Other  equipment  or  facilities 
may  serve  two  or  more  of  those  activities  and 
may  also  serve  transportation,  refining,  and 
marketing  activities.  To  the  extent  that  the 
support  equipment  end  facilities  are  used  in 
oil  and  gas  producing  activities,  their  depre¬ 
ciation  becomes  an  exploration,  development, 
or  production  cost,  as  appropriate. 


and  other  expenses  of  geologists,  geophysical 
crews,  and  others  conducting  those  studies. 
CtHlectively,  those  are  sometimes  referred  to 
as  geological  and  geophysical  or  “O  ti  O" 
costs. 

2.  Costs  of  carrying  and  retaining  \mdevel- 
oped  porperties,  such  as  delay  rentals,  ad 
valorem  taxes  on  the  properties,  legal  costs 
for  title  defense,  and  the  maintenance  of 
land  and  lease  records. 

3.  Costs  of  drilling  and  equipping  explor¬ 
atory  wells. 

Specifically,  exploration  costs  Include  all 
costs  Inciirred  for  the  following: 

Acquisition  of  unproved  properties; 

Drilling  and  equipping  exploratory  wells  •*; 

Lease  rentals  and  related  expenditures; 

Geological  and  geophysical; 

Contributions  toward  test  wells; 

Land  department,  leasing,  and  scouting; 

Other,  including  overhead. 

Exploration  costs  include  the  following 
subcategories  of  costs: 

1.  Acquisition  of  unproved  properties. 
Costs  incurred  during  the  year  for  acquiring 
unproved  properties,  including  lease  bonuses, 
advance  initial  rentals  which  are  In  the  na¬ 
ture  of  a  bonus,  and  any  other  outlays  nec¬ 
essary  to  acquire  leases,  mineral  rights,  and 
fee  lands  Incident  to  oil  and  gas  exploration. 

2.  Drilling  end  Equipping  Exploratory 
Wells  and  Dry  Holes.  Include  all  costs  in¬ 
curred  during  the  period  (reduced  by  the 
amount  of  outside  cash  contributions  such 
as  bottom  hole  or  dry  holej  for  drilling  ex¬ 
ploratory  wells  which  include  successful 
wells  and  dry  holes  completed  during  the 
period  and  exploratory  wells  in-progress  at 
the  end  of  the  period.  Include:  (a)  costs  of 
casing,  tubing,  and  wellhead  fittings  asso¬ 
ciated  with  exploratory  wells;  (b)  costs  of 
roads,  grading,  etc.;  (c)  costs  of  driUing 
platforms;  and  (d)  all  other  expendltiures 
incident  to  exploratory  drilling.  Reduce  costs 
of  exploratory  dry  holes  by  salvage  of  equip¬ 
ment  capable  of  re-use. 

3.  Lease  Rentals  and  Related  Expendi¬ 
tures.  Include  costs  incurred  during  the 
year  for  lease  rentals  and  other  costs  of 
carrirlng  leases,  such  as  shut-in  royalties  and 
any  similar  payments. 

4.  Oeological  and  Geophysical.  Include  all 
costs  incurred  for  geological  and  geophysical 
exploration.  Include  costs  of  capital  equip¬ 
ment  identifiable  wlto  Q  tc  Q  and  for  core 
drilling  (such  as  some  types  of  slim  bole 
stratig;raphlc  tests)  where  the  intention  in 
advance  of  drilling  is  not  to  complete  the 
well  as  a  producing  well,  and/or  when  such 
tests  are  drilled  in  such  a  manner  that 
productive  completion  is  not  possible. 

6.  Contributions  Toward  Test  Wells.  In¬ 
clude  all  contributions  toward  test  wells. 
Including  dry  hole  money,  bottom  hole 
money,  etc.  Do  not  include  the  cost  of 
acreage  contributions. 

6.  Land  Department,  Leasing  and  Scout¬ 
ing.  Include  all  land  department,  scouting, 
and  leasing  costs  in  addition  to  those  in¬ 
cluded  in  property  acquisition  costs  as  de¬ 
scribed  above. 

7.  Other,  Including  Direct  Overhead.  In¬ 
clude  all  costs  not  described  above,  which 
relate  to  exploration  for  oil  and  gas,  whether 
such  costs  are  capitalized  or  expensed  on 
the  books  of  account.  Include  expenditures 
for  exploratory  capital  equipment  con¬ 
structed  or  purchased.  Include  direct  over¬ 
head,  especially  at  district  and  field  ISvels, 
Where  such  overhead  can  be  identified  with 
the  exploratory  function  (e.g.,  district  super¬ 
visory  salaries;  ad  valorem  taxes  on  nonpro¬ 
ducing  leases;  and  taxes  on  buildings  and 
equipment  used  tar  exploratory  purposes) 
and  other  exploration  overhead  costs  which 
cannot  he  directly  identified  with  specific 
exploratory  activities  undertaken  during  the 


“The  definition  of  an  exploratory  well  is 
provided  at  f  210.3-18(a)  (9) ;  see  Release  No. 
33-5861  (42  FR  44972) . 
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year.’*  Do  not  Include  exploratory  costs  not 
specifically  directed  to  oil  and  gas  (derations 
such  as  for  mined  sulfur,  oil  shale,  uranium, 
or  other  minerals. 

b.  Development  costs 

Development  costs  are  incurred  to  obtain 
access  to  proved  reserves  to  provide  facilities 
for  extracting,  treating,  gathering  and  stor¬ 
ing  the  oil  and  gas.  More  specifically,  de¬ 
velopment  costs.  Including  depreciation  of 
support  equipment  and  facilities  and  other 
costs  directly  Identifiable  with  development 
activities,  are  costs  Incurred  to: 

1.  Gain  access  to  and  prepare  well  locations 
for  drilling.  Including  surveying  well  loca¬ 
tions  for  the  purpose  of  determining  specific 
development  drilling  sites,  clearing  ground, 
draining,  road  building,  and  relocating  pub¬ 
lic  roads,  gas  lines,  and  power  lines,  to  the 
extent  necessary  In  developing  the  proved 
reserves. 

2.  Drill  and  equip  development  wells.  In¬ 
cluding  the  costs  of  platforms  and  of  well 
equipment  such  as  casing,  tubing,  pumping 
equipment,  and  the  wellhead  assembly. 

3.  Acquire,  construct,  and  install  pi^uc- 
tlon  facilities  such  as  lease  flow  lines,  sepa¬ 
rators,  treaters,  heaters,  manifolds,  meas¬ 
uring  devices,  and  production  storage  tanks, 
natural  gas  cycling  and  processing  plants, 
and  central  utility  and  waste  disposal  sys¬ 
tems. 

4.  Provide  Improved  recovery  systems. 

Development  costs  also  Include  all  costs  In¬ 
curred  to  purchase,  lease,  or  otherwise  ac¬ 
quire  a  proved  property.’^  TTiese  costs  in¬ 
clude  the  costs  of  lease  bonuses  and  options 
to  purchase  or  lease  properties,  the  portion  of 
costs  applicable  to  minerals  when  land  in¬ 
cluding  mineral  rights  is  purchased  In  fee, 
brokers’  fees,  recording  fees,  legal  costs,  and 
other  direct  costs  incurred  In  acquiring 
proved  properties. 

To  further  elaborate,  development  costs 
Include  all  costs  Incurred  during  the  period 
fer  the  following ; 

Acquisition  of  proved  properties; 

Drilling  and  equipping  development 
wells;’* 

Lease  and  well  equipment.  Including  na¬ 
tural  gas  cycling  and  processing  plants; 

Improved  recovery  programs; 

Other,  including  overhead. 

Development  costs  include  the  following 
subcategories  of  costs: 

1.  Acquisition  of  Proved  Properties.  Costs 
Incurred  during  the  year  for  acquiring  proved 
properties,  i.e.,  the  value  of  the  consideration 
given  to  the  seller  determined  In  accordance 
with  generally  accepted  accounting  princi¬ 
ples  for  purchases  of  assets,  including  all 


’<  Overhead,  including  general  and  admin¬ 
istrative  costs  such  as  salaries  and  office  ex¬ 
penses  and  depreciation  charges  for  office 
buildings,  applicable  to  oil  and  gas  producing 
activities  but  not  directly  identified  with  a 
specific  function  should  be  allocated  among 
the  functions  on  a  reasonable  basis.  Such 
overhead  would  be  included  In  operating  ex¬ 
penses  as  that  term  is  defined  In  FASB  State¬ 
ment  of  Financial  Accounting  Standards  No. 
14,  “Financial  Reporting  for  Segments  of  a 
Business  Enterprise.”  Statement  No.  14  re¬ 
quires  that  operating  expenses  that  are  not 
directly  traceable  to  an  Industry  segment  be 
allocated  on  a  reasonable  basis  among  those 
Industry  segments  for  whose  benefit  the  ex¬ 
penses  were  Incurred.  Methods  used  to  al¬ 
locate  ooeratlng  expenses  should  be  con¬ 
sistently  applied  from  period  to  period  (but. 
If  changed,  disclosure  shall  be  made  of  the 
nature  and  the  effect  of  the  change  In  the 
period  of  change.) 

See  footnote  14. 

’•  The  definition  of  a  development  well  Is 
provided  at  S  210.3-18(a)  (10) ;  see  Release 
No.  33-5861  (42  FR  44972) . 


PROPOSED  RULES 

necessary  outlays  directly  associated  with 
purchase,  such  as  legal  fees,  commissions, 

Drilling  and  Equipping  Development 
Wells  {Including  Platform  Costs)  and  Dry 
Holes.  Include  all  costs  Incurred  during  the 
period  (reduced  by  the  amount  of  outside 
cash  contributions  such  as  bottom  hole  or 
dry  hole)  for  drilling  development  wells 
which  Include  successful  wells  and  dry  holes 
completed  during  the  period  and  develop¬ 
ment  wells  In-progress  at  the  end  of  the 
period.  Include:  (a)  casing,  tubing,  and  well¬ 
head  fittings  associated  with  development 
wells;  (b)  costs  of  roads,  grading,  etc.;  (c) 
costs  of  drilling  platforms;  and  all  costs  In¬ 
cident  to  development  drilling.  Include  costs 
of  old  wells  drilled  deeper,  redrllled  wells, 
and  recompletions.  Ehtclude  costs  of  well 
workovers.  Reduce  cost  by  salvage  value  of 
equipment  capable  of  re-use. 

3.  Lease  and  Well  Equipment.  Include  all 
lease  equipment  costs  beyond  the  Christmas 
tree  Installation,  Including  flow  lines,  flow 
tanks,  field  seperators,  heater-treaters,  and 
related  filed  facilities  Include  costs  of  nat¬ 
ural  gas  cycling  and  processing  plants  and 
central  utility  and  waste  disposal  systems. 
Include  costs  for  all  normal  pumping  and 
other  artificial  lift  equipment.  Including 
downhole  Installations  required  for  primary 
production. 

4.  Fluid  Injection  and  Improved  Recovery 
Programs.  Fluid  Injection  and  Improved  re¬ 
covery  programs  Include  gas  Injection,  water 
Injection,  steam  Injection,  miscible  phase.  In 
situ  combustion,  etc.,  associated  with  oil  and 
gas  production.  Report  costs  of  procuring 
and  installing  all  facilities  and  for  drilling 
service  wells,  or  converting  existing  wells  to 
service  wells,  associated  with  such  programs. 
Facilities  should  Include  pumps,  compres¬ 
sors,  engines,  tankage,  gathering  and  injec¬ 
tion  lines,  treating  facilities,  special  down¬ 
hole  and  surface  equipment,  etc.  Service 
wells  Include  wells  used  for  gas  Injection, 
water  Injection,  steam  Injection,  air  Injec¬ 
tion,  and  water  supply  for  Injection. 

5.  Other,  Including  Overhead.  Include  all 
other  development  costs  Including  such 
Items  as :  access  facilities  to  district  Installa¬ 
tions  (as  opposed  to  individual  wells)  such 
as  roads,  bridges,  canals,  and  other  improve¬ 
ments;  camp  and  district  facilities;  fuel  gas 
systems;  observation  wells,  salt  water  dis¬ 
posal  wells,  and  water  supply  wells;  directly 
assignable  and  other  overhead  costs;  and 
expenditures  for  capital  equipment  used  for 
development  not  otherwise  accounted  for. 
Exclude  costs  of  equipment  and  buildings 
used  by  personnel  engaged  In  general  pro¬ 
ducing  activities  as  distinguished  from  de¬ 
velopment  operations. 

c.  Production  Costs 

Production  involves  lifting  the  oil  and  gas 
to  the  surface  and  gathering,  treating,  field 
processing  (as  in  the  case  of  processing  gas 
to  extract  liquid  hydrocarbons),  and  field 
storage.  The  production  function  shall  nor¬ 
mally  be  regarded  as  terminating  at  the  out¬ 
let  valve  on  the  lease  or  field  production 
storage  tank;  If  unusual  physical  or  opera¬ 
tional  circumstances  exist.  It  may  be  more 
appropriate  to  regard  the  production  func¬ 
tion  as  terminating  at  the  first  point  at 
which  oil  or  gas  Is  delivered  to  a  main  pipe¬ 
line,  a  refinery,  or  a  marine  terminal. 

Production  costs  are  those  costs  Incurred 
to  operate  and  maintain  wells  and  related 
equipment  and  facilities.  Including  deprecia¬ 
tion  of  support  equipment  and  facilities  and 
other  costs  directly  Identifiable  with  the  op¬ 
eration  and  maintenance  of  those  wells  and 
related  equipment  and  facilities.  They  l>e- 
come  part  of  the  cost  of  oil  and  gas  pro¬ 
duced.  Examples  of  production  costs  (some¬ 
times  called  lifting  costs)  are: 


”  See  footnote  14. 


a.  Costs  of  labor  to  operate  the  wells  and 
related  eoTdpment  and  facilities. 

b.  Repairs  and  maintenance  to  sustain 
operating  capability  (but  betterment  costs 
incurred  to  Increase  operating  capability 
shall  be  capitalized  as  additional  develop¬ 
ment  costs). 

c.  Materials,  supplies,  and  fuel  consumed 
and  servl'-es  utilized  In  operating  the  wells 
and  related  equipment  and  facilities. 

d.  Property  taxes  and  Insurance  applica¬ 
ble  to  proved  properties  and  wells  and  re¬ 
lated  equipment  and  facilities. 

e.  Severance  taxes. 

Depreciation,  depletion,  and  amortization 
of  capitalized  acquisition,  exploration,  and 
development  costs  are  not  production  costs 
but  also  become  part  of  the  cost  of  oil  and 
gas  produced  along  with  production  (lift¬ 
ing)  costs  Identified  above. 

Production  costs  Include  the  following 
subcategories  of  costs : 

Well  operations  and  maintenance; 

Well  workovers; 

Operating  fiuld  injection  and  Improved  re¬ 
covery  programs; 

Operating  gas  processing  plants; 

Ad  valorem  taxes; 

Production  or  severance  taxes; 

Other,  including  overhead. 

1.  Well  operations  and  maintenance.  In¬ 
clude  lifting  expenditures  and  all  other  ex¬ 
penditures  which  are  directly  applicable  to 
the  production  of  oil  and  gas  as  distin¬ 
guished  from  exploratory  and  development 
activities.  Production  costs  Include  labor; 
supervision  In  the  field;  repair  and  mainte¬ 
nance  (see  below  for  workovers);  fxiel;  pow¬ 
er  and  water;  small  tools  and  supplies;  cost 
of  treating  oil;  teaming  and  trucking;  in¬ 
surance;  taxes  other  than  Income  taxes  (see 
below  for  ad  valorem  taxes  and  production 
or  severance  taxes  paid  to  state  and  local 
governments);  buildings,  lease  or  field  fa¬ 
cilities,  and  other  property  used  In  produc¬ 
tion  operations;  balling,  shooting,  fractur¬ 
ing,  and  acidizing,  when  not  part  of  original 
completion  work;  abandonments;  and  ex¬ 
penditures  for  maintaining  field  offices. 

2.  Well  workovers.  Include  all  costs  of 
cleaning  out  and  working  over  wells  for  the 
purpose  of  restoring  or  increasing  the  pro¬ 
duction  from  the  same  producing  horizon. 
Costs  of  old  wells  drilled  deeper,  redrilled 
wells,  and  recompletions  In  different  produc¬ 
ing  horizons  are  Included  In  drilling  and 
equipping  development  wells. 

3.  Operating  fluid  infection  and  improved 
recovery  programs.  Include  all  costs  relating 
to  the  operations  and  maintenance  of  fluid 
Injection  and  Improved  recovery  programs, 
as  described  at  b.  4  above. 

4.  Operating  gas  processing  plants.  Include 
all  costs  relating  to  the  operations  and  main¬ 
tenance  of  natural  gas  cycling  and  processing 
plants,  which  are  included  In  lease  and  well 
equipment  at  b.  3  above. 

5.  Ad  valorem  taxes.  Include  all  expendi¬ 
tures  for  ad  valorem  taxes  on  producing  prop¬ 
erties  or  equipment  thereon,  buildings,  lease 
or  field  facilities,  and  other  property  used  in 
production  operations.  Exclude  ad  valorem 
taxes  on  undeveloped  properties  and  property 
on  buildings  and  equipment  used  for  ex¬ 
ploratory  purposes,  which  should  be  Included 
In  other  explorations  costs  at  a.  7  above. 

6.  Production  or  severance  taxes.  Include 
total  payments  for  production  or  severance 
taxes  to  state  and  local  governments.  Do  not 
reduce  the  revenues  from  crude  oil  and  nat¬ 
ural  gas  produced  at  the  wellhead  by  such 
amounts. 

7.  Other,  including  overhead.  Include  over¬ 
head,  especially  at  district  and  field  levels, 
where  such  overhead  can  be  directly  Identi¬ 
fied  with  the  production  function  and.  In 
addition,  other  allocated  overhead.’* 

(FR  Doc.77-31832  Piled  ll-2-77;8:45  am) 


’*See  footnote  14. 
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